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The administration of Argentine President Fernando de la Rua says the nearly three-year recession
is ending. Economists warn, however, that political problems could undermine the economic
recovery. Despite fiscal-adjustment programs, tax hikes, wage cuts, and reforms of the labor code
that made it easier to hire and fire employees, de la Rua not only was unable to turn the economy
around in 2000, but the crisis even deepened.
"Argentina did things right, but the markets failed to respond," Chilean economist Tomas Raichman
with the International Monetary Fund (IMF) said in September before the bailout. After a bleak
year during which interest rates on Argentina's debts soared and the economic slump continued,
the administration sees encouraging signs for the coming year. The drop in interest rates in the US,
rising farm-commodity prices, and the US$40 billion IMF-led bailout in late December have created
conditions for the economy to take off this year, after 31 months of recession, say administration
officials.
The economy received an unexpected boost when the US Federal Reserve cut interest rates Jan. 3
and again Jan. 31. Officials said the half-percentage-point cut by the Federal Reserve Jan. 3 could
save Argentina US$60 million in debt- servicing costs this year alone, and the latest cut will bring
added help. Exports have been aides by the weakening US dollar because the peso is pegged one-toone with the US currency. After growth of only 0.5% in 2000, the most optimistic economists project
4% to 5% growth for 2001, but others, including the Economic Commission for Latin America and
the Caribbean (ECLAC), forecast just 1.5% growth, and some doubt whether the recovery will take
place at all.
Economist Guillermo Calvo of the University of Maryland warns that, even if all the IMF-mandated
adjustment measures are approved and external conditions remain favorable, the economic
recovery is not guaranteed. Various economists urged caution after the administration's jubilant
predictions of economic reactivation, saying the greatest reason for government optimism, the
reduction in interest rates on some government loans, is not sufficient to pull the economy out of the
crisis.
Economist Daniel Muchnik warned in the Argentine newspaper Clarin Jan. 21 that recovery would
require renewed investment and a reactivated internal market. "The lack of growth in Argentina
has causes that are structural," said Muchnik. "Successive governments have dismantled the
national industry, making us dependent on imports, and all efforts were directed toward energy and
agroindustry." Muchnik said all indicators still show a stagnant economy, no major investments on
the horizon, and continued low consumption because of high unemployment and low salaries.

Government promises investment to bring jobs
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After a two-day meeting with Cabinet, government, and business leaders on Jan. 21, the
administration presented an ambitious US$4.3 billion infrastructure plan to bring 510,000 new
jobs. Another US$1.2 billion will be invested in the tourism industry. A program to build lowcost housing, as part of the effort to reactivate the economy, will begin in February, said Chrystian
Colombo, head of the Cabinet.
Accompanying the spending programs will be a renewed effort to fight tax evasion, which costs the
government US$20 billion a year. Any improvement will, however, be felt mostly by those sectors of
society that have more disposable income. Estimates show 30% of the 36 million Argentines un- or
underemployed, and 55% of those who have jobs earn less than US$550 a month.
A recent study by economist Jose Luis Espert based on government statistics shows the income of
Argentines is lower today than it was 20 years ago, and the gap between the rich and the poor has
tripled in the last 25 years.

Political problems affect economic recovery
On the last working day of 2000, de la Rua signed several decrees to ensure compliance with IMF
mandates, including changes in the state retirement system that reduce the minimum benefit and
increase the minimum retirement age for women from 62 to 65. The changes will take effect in May.
On Jan. 9, four deputies filed a motion to block implementation of the decree. The motion was
presented by Elisa Carrio of the Union Civica Radical (UCR), and Alfredo Bravo, Hector Polino,
and Jorge Rivas of the Partido Socialista Democratico (PSD), which broke off from the Alianza three
months ago and which considers the presidential decree unconstitutional.
On Jan. 30, the opposition Partido Justicialista- peronista (PJ) said it was calling for an extraordinary
session of Congress to debate the de la Rua decrees. If Congress is not reopened, the PJ said it
would challenge the constitutionality of the decrees in court. "What we want is for Congress to be
reopened so that we can discuss these decrees as should be done in a democracy," said Humberto
Roggero, PJ leader in the lower house. "It's unclear exactly what some of these decrees really do."
Meanwhile, on Jan. 15, the administration unveiled new strategies to stamp out corruption.
The Justice Ministry said it was studying a new "lobbying" law to prevent the kind of scandal that
hit the Senate last year, when senators allegedly took bribes to push through labor reforms (see
NotiSur, 2000- 10-13). The Justice Ministry is also considering declassifying state documents kept
secret by previous administrations, as well as making financial transactions by the state more public
to dispel fears that ministers are acting in their own financial interests. The plan was dismissed
by a top political analyst as an empty promise from a government facing an uphill struggle to win
credibility prior to tough congressional elections in October.
Critics complain that politicians have begun campaigning for the October elections rather than
putting their attention on the country's economic and social problems. While some analysts see the
opposition to the retirement reforms as merely election-year posturing, there is real concern that de
la Rua may not overcome the political problems.
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Divisions between the administration and the Congress, and within the Alianza coalition, threaten
even the IMF bailout funds. There is fear that political noise will derail the incipient recovery and
cause ordinary Argentines to wait even longer for the payoff for the years of spending cuts, tax
hikes, jobs lost to privatization, and longer hours and lower pay to "flexibilize" the labor market, all
in the name of boosting the economy. "I've no doubt that the risks for Argentina's recovery in 2001
depend entirely on the behavior of the political class," said economist Miguel Angel Broda.

-- End --

©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 3 of 3

